Congress of the United States
House of Representatives
Washington, D.C. 20515

May 8, 2002
The Honorable Billy Tauzin, Chairman

Energy and Commerce Committee
2126 Rayburn HOB
Washington, D.C. 20515

Dear Chairman Tauzin,

We once again urge you to initiate a full investigation of the business conduct and pricing practices of the
Enron Corporation in California and the West during 2000 and 2001. Twenty-four members of the
California Deiega’cion made a similar request to you in Fei)ruary of this year (ie’cter attaciied), but as yet
have not received a repiy to that urgent request. }

Recently produced internal memoranda show that Enron may have systematicaﬂy gamed the energy
tra(iing system, using teciiniques that added to electrici’cy costs and congestion on transmission lines. The
documents also describe falsified power—delivery sclieduies, the submission of false information, and the
effective increasing of costs to all market participants Ly lenowingly increasing the congestion costs.

.
The Committee's investigation of Enron has unforbunateiy to’caﬂy failed to look into the role the company
piayeci in causing and proiiting from the Western energy crisis. While the Committee has found time to
look into the practices of Enron's auditors and Wall Street investment i)anl:zs, it has failed to examine the
extent to which Enron -- or, for that matter, other power marketers -- manipuiatecl energy markets.

These documents validate what many of us in the West who were forced to pay exorbitant prices claimed
ciuring the energy crisis -- that the rates charge.(i i)y energy suppliers like Enron were the result of market

manipulation.

Westerners were forced to pay unjust, unreasonai)ie, and iﬂegal rates (iuring the energy crisis, and the
Energy and Commerce Committee spent considerable time del)ating possibie solutions to the market
meltdown. No iasting reforms were a(iopteti Ly the Committee. In iact, the Committee aborted its

market reform efforts last May and declared the proi)iem solved.

These issues are of the utmost importance to Western families and have been i)rougiit to the Committee’s
attention numerous times. For exampie, on May 21, 2001, Rep. Waxman wrote to you in detail
reganiing the causes of and solutions to California’s electricity crisis. This letter expiaineci how the




markets were being manipulated to gouge consumers and quoted Enron’s CEQ Mr. Ken Lay’s sté’cement
that “ [t]he system invites gaming.” No response was forthcoming.

Witnesses have also testified about market manipulation by‘ Enron. On Fe})ruary 13, 2002, Robert
McCuHough an energy expert from Oregon testified to the Energy and Air Quality Subcommittee that it
was “very hleely that Enron had the a}ullty to affect energy prices in California. At that same hearmg,
Mr. Raymoncl Plank, Chairman and Chief Executive Officer of the Apache Corporation, testlﬁed that
Enron and other marlzeters amountecl to lll]aclzers, and tllat Enron absolutely mampulatecl gas
markets. Again, the Committee faﬂecl to examine these critical issues.

We believe the Energy and Commerce Committee has the ol)ligation and duty to examine Enron’s
business and pricing practices in California and the West cluring last year's energy crisis. We call on you
to immecliately utilize the Energy and Commerce Committee’s investigatory arm to conduct an
investigation into Enron’s energy-tra&ing'activiﬁes. This full investigation must be followed ]Dy legisla‘cive
hearings so that Members of Congress can conclude what must be done to prevent further gaming of our
electnc:lty system. While Enron Corporation may have ‘irnploclecl the structure that allowed the company

to gouge Western energy customers remains in place

We look forward to your prompt reply.

Sincerely,
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Congress of the United States
House of Representatives
Washington, D.C. 20515

February 14, 2002
The Honorable Billy Tauzin, Chairman

Energy and Commerce Committee
2125 Rayburn HOB
Washington, D.C. 20515

Dear Chairman Tauzin,

We write to urge you to hold a hearing on the business conduct and pricing practices of the Enron
Corporation in California and the West during 2000 and 2001.

While the Committee’s attention has focused on the financial and accounting practices of Enron and its
auditor, Arthur Andersen L.L.P., there are many ather tmu})ling aspects regarging the case that we should

examine. We're concerned that these important aspects are being overlooked.

As you know in N ovember of 2000, the Federal Energy Régulatory Commission (FERC) declared that

consumers in California had been and were paying “unjust and unreasonable” rates.

We must know if Enron influenced the exponential increase in wholesale electricity rates during 2000-
2001. FERC has discovered instances of calculated withholding by marketers an?generators operating in
the West. There have been allegations of “megawatt laundering” and other activities designed to
circumvent price mitigation rules and l?.eep prices artiﬁciaﬂy lngh In testimony before the Senate Ener y
and Natura.lP Resources Committee in January, Mr. Robert McCullough, Managing Partner, McCulloug

Research of Portland, Oregon, stated:

On December 3rd, Enron went into Cllapter 11. At the same time, forward markets on the West
Coast fell by 30%. No other changes in operations, hydroelectric supply, or fossil fuel prices took -
place at that time. The clear implication is that Enron may have been using its market dominance

to “set” forward prices.
We must find out the degree to which Enron participated in these types of schemes.

We must also find out the extent to which Enron’s lo}J}inng influenced the Administration to permit price
gouging in the West, and any influence that Enron and its executives could have had in the seIzction of

the regulators who oversee the energy industry.

The San-Diego Union- Tribune (May 27, 2001 edition) detailed a meeting between former Enron CEQ
Kenneth Lay and Vice President Cheney that taok place on April 17, 2001:

As Cheney was crafting the administra_;’cion's recently unveiled energy policy, Lay was one of the
handful oz, peop]e who got to meet with him. Lay presentecl a t}n:ee-page, eig}x’c-poin’c list of




priorities for open power marlaets, inclu(ling an admonition that the administration ‘should reject
any attempt to re-regulate wholesale power markets’ with price caps or other controls.

On April 18, 2001, one day after meeting with Mr. Lay, the Vice President telephoned the Los Angeles

Times to declare the Administration’s opposition to measures to curb price gouging.
This was not the limit of Enron’s efforts to influence the Administration.

During interviews for the television program Frontline last year, Mr. La aclznowledged that he and other
Enron executives screened potential nominees to FERC. He also admi’cte(f' that he presented a list of Enron-
favored nominees to C'lay Johnson, Director of the Office of Presidential Personnel (interview transcript at

www.pbs.org/wgbh/pages/frontline/shows/blackout/interviews).

Other parts of these interviews indicate that Mr. Lay and Enron attempted to leverage this influence at the
White House in order to convince the Commission to aclopt their philosop y on open access..

In a separate interview for Frontline in 2001, then-FERC Chair Curtis Hébert was told, “Our sources tell u
that he [Mr. Lay] offered to talk to the President on your behalf if you would go along with what he wanted ’
[open access to wholesale and retail markets].” Mr. Hébert responi;d, “I don't think there’s any doubt he
would be a much stronger supporter of mine if I ... were willing to do what he wanted.” Mr. Hébert was also
asked, “Has any other CEO of any company ever called you privately to lobby their position?” Mr. Hébert

said, “No.”

Finally, Mr. Hébert was asked, “Because of the sensitivity of this, it is not incorrect to characterize these
communications [between you and Mr. Lay] as ones that involve (iﬁ, policy, and (2), his [Mr. Lay's] ability to-
help you in some fashion?” Mr. Hsbert answered, “There’s no doubt Ken Lay and I have had communications
as to olicy and the direction he would like to see this Commission move in. There is also no doubt that he
and Iiave had conversations as to whether or not he was supporting me for the [FERC) chairmanship.”

It's clear that Enron took advantage of weaknesses in every regulatory structure. We believe that it's the duty
of the Congress, particularly the Committee on Energy an Commerce, to examine Enron’s business and
pricing practices in California and the West ‘clurin last year's energy crisis, and we therefore request that you
schedule a hearing on these issues as soon as possiile.

r

Sincerely,
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